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Abstract

This document includes the course material and PowerPoint presentation for
the Tax Module of the Investment Advisor Training and Certification Program.
The material and presentation were prepared in Arabic and then translated to

English.



Table of Contents

Executive Summary

Appendix I:
Investment Advisor Program/Tax Module Preparation — English

Appendix 11:
Investment Advisor Program/Tax Module Preparation — Arabic



Investment Advisor Program/Tax Module Preparation

EXECUTIVE SUMMARY

This document contains the course material and PowerPoint presentation for
the Tax Module to be used for the Investment Advisor Training and

Certification Program. Enclosed are:

Arabic course material for the tax module

Arabic PowerPoint presentation for the tax module

English translation of the course material for the tax module

English translation of the PowerPoint presentation for the tax module.
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Module ()
Taxes Levied On Investment

Instruments In Jordan

(4 hours)

MODULE OVERVIEW

This form represents both a reference and a guide for the applications of Jordanian tax
legislations on investment instruments in a way that enables us to know the tax treatment
applicable in Jordan’s financial and capital markets. Moreover, it also fulfils the
requirements of financial brokers and counselors, investment portfolio managers and
investment financial companies in the field of Jordanian tax applications that have
relevance to their activities.

The form includes the tax provisions related to tax rates levied in Jordan on incomes
accruing from natural individuals, profits of establishments and companies, whether local
or foreign, operating in Jordan, and income of non-resident Jordanians. Also included are
the proceeds of Jordanian and resident companies, individuals and companies operating
in Jordan from outside the Kingdom utilizing Jordanian funds. It is imperative for all
workers in the field of investment and investment counseling and decision making to be
cognizant of all sources of taxable income and tax rates.

The form also includes tax treatment for the proceeds of fiscal instruments and capital
and market cash transactions in accordance with Jordanian tax legislations.

This form depends on the provisions of Jordanian tax laws and all regulations and
directives issued accordingly and other fiscal laws extracted from these provisions and
their practical applications in a comprehensive and integrated manner regarding
investment operations, fiscal instruments and foreign and local investment companies.
This form deals with the following:-

- Taxes levied on Jordanian investment companies

- Taxes levied on foreign investment companies

- Taxes levied on Jordanians’ incomes accruing from various fiscal
instruments

- Taxes levied on incomes of non-resident individuals from various fiscal
instruments

- Capital losses and profits

- Distribution of profits
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Fixed returns’ fiscal instruments

Fiscal instruments of investment companies
Warrants and Options

Transactions and distributions

Lands and real estates

The Form Was Subdivided Into The Following Main Sections:

Jordanian tax legislations and tax rates

Tax treatment of bonds and shares’ operations and proprietorship rights
Tax treatment of fixed returns’ securities

Tax treatment of investment companies securities

LEARNING OUTCOMES

By virtue of this form, the trainee must be able to:

Devise accurate job descriptions for all workers in capital and investment
markets, and in fixing income sources accruing from taxable fiscal
instruments in conformity with Jordanian tax legislations

Possess the necessary knowledge to estimate categories and the value of
tax rates levied in Jordan on foreign and Jordanian companies, individuals
and income of non-resident individuals

Describe the responsibilities and duties of all investment workers in the
field of applying the provisions of Jordan’s tax legislation on the proceeds
of fiscal instruments, investment transactions and operations of
investment companies in accordance with Jordan’s tax legislations

Know the various tax exemptions granted to fiscal instruments and other
various investments in accordance with Jordan’s tax legislation

Know the responsibilities of workers in the field of investment in
calculating the value of income tax on proceeds accruing from investment
in various fiscal instruments

Suggested Readings

Laws related to Jordanian Tax Legislation include the following legislations:

Income Tax Law No.(57) for 1985 and its amendments and all regulations
and directives issued accordingly

General Tax Law of Sales No. (6) for 1994 and its amendments, and
regulations and directives issued accordingly

Custom Law No. (20) for 1998 and its amendments and directives issued
accordingly

Added Tax Law No. (28) for 1969 and its amendments and directives
issued accordingly

Social Services Tax Law No. (89) for 1953 and its amendments and
directives issued accordingly
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- Real Estate Sales Tax No. (21) for 1974 and its amendments and directives
issued accordingly

- Lands and Buildings Law No. (11) for 1954 and its amendments and
directives issued accordingly

MODULE OUTLINE

Introduction 4

Jordanian Tax Legislation and Tax Rates 4
Jordanian tax legislation and frame work 4
Development of the Jordanian Tax Law 5
Sources of taxable incomes 6
Tax rates on the income of individuals 7

Income tax rates on companies 9
Income tax rates on non-resident individuals 11
Tax treatment of the income of foreign companies 12
Tax treatment of the income of foreigners 13
Tax Treatment of Foreign Investments 14
Tax treatment of investment interests outside the Kingdom 14
Tax treatment of the profits and losses of branches of Jordanian

companies outside the Kingdom 16
Tax Treatment of Dealings in Securities and Proprietorship 18
Tax treatment of the profits of shares and distributed profits 18
Tax treatment of the profits of sale or purchase of shares and bonds 19
Tax treatment of profits accruing from purchase and sale of banks and

fiscal companies shares 20
Tax treatment of profit distribution 21
Tax treatment of capital profits 21
Tax Treatment of Fixed Returns Securities 22
Tax treatment of interests accruing from treasury bills, development bonds
and loan debentures of public share holding companies 23
Tax treatment of profits of negotiated and distributed bonds 25
Tax treatment of interests, commissions and profits of frozen deposits 25
Tax treatment of stocks discounts and allowances 30
Tax Treatment of Investment Companies Shares and Bonds 30
Tax treatment of currency exchange profits 31
Tax treatment of options 32
Tax treatment of loans 32
Tax treatment of pension plans 32
Tax treatment of real estate returns 33
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INTRODUCTION

The role of taxes in Jordan has developed dramatically to enable the Government to
implement its fiscal policy in order to become more independent. The tax system in
Jordan was expanded to achieve not only fiscal objectives but also economic and social
objectives. Taxes in Jordan are one of many fiscal instruments used by the Government to
spur the national economy, promote investment in sustainable projects, control
consumption of commodities and services and remedy income disparities among
Jordanian individuals.

The Jordanian Government has given top priority to reform the tax system to deal more
effectively with tax evasion and to achieve integration and comprehensiveness in direct
and indirect taxes and achieve tax equality.

1- Jordanian Tax Legislation And Tax Rates
1-1  Jordanian Tax Legislation and Frame Work

The tax system in Jordan depends on a number of direct and indirect legislations in order
to enable it achieve comprehensiveness and integration. Among these legislations are the
following:-

- Income Tax Law No. (57) for 1985 and its amendments

- General Tax Law of Sales No. (6) for 1994 and its amendments

- Customs Law No. (20) for 1998 and its amendments

- Added Tax Law No. (28) for 1969 and its amendments

- Social Services Tax Law No. (89) for 1953 and its amendments

- Real Estate Sales’ Tax Law No. (21) for 1974 and its amendments

- Buildings and Land Tax Law No. (11) for 1954 and its amendments

In implementation of the provisions of article (111) of the Jordanian Constitution, all
taxes in Jordan are levied by laws. Chapter 7 of the Jordanian Constitution defined the
main features of the tax system in Jordan as follows:-

1- Tax to be levied only by law

2- In levying taxes, the Government must see to it that taxes are progressive in
nature in order to achieve optimum tax equality

3- In levying taxes, the Government must adhere to the concept of equality and
social justice

4- Amount of tax levied must not exceed the ability of those taxed in order to
ensure the practical applicability of the system

5- Taxes levied should not exceed the actual need of the state for funds.

6- All collected taxes must be deposited in the treasury unless otherwise stipulated
by law.

7- No one should be exempted from taxes unless otherwise stipulated in the law.
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1-2  Development of the Jordanian Tax Law

Sales and income taxes are the back bone of Jordan’s tax system. The stages of
development of the sales and income taxes law are as follows:-

1-2-1 Development of Income Tax in Jordan (Direct Tax)

Taxes on incomes and profits are the main source of direct taxes which supports the
treasury with the funds needed to cover the general expenses to honor the country’s
commitments arising from the general debt.

The stages of development of the income tax system are as follows:-
-Stage One: The first income tax law on salaries and wages was issued in 1/4/1933.

-Stage Two: Income tax on profits and earnings by expanding taxable items to include
profits and earning of any handicraft, trade or occupation effective from 1945.

-Stage Three: Specifying taxable and exempted incomes, in addition to family and
personal exemptions in accordance with the provisions of Income Tax Law No. (25) for
1964

-Stage Four: Income Tax Law No. (34) for 1982 endorsed the self-assessment returns’
form

-Stage Five: Income Tax Department and the General Tax Department were merged
together at the beginning of 2004. The new name of the Department became Sales and
Income Tax Department in accordance with the law amending income Tax Law No. (31)
for 2004 (Indirect Tax)

1-2-2 Development of the Sales Tax in Jordan (Indirect Tax)

Sales Tax is considered to be the most important tax which furnishes the treasury with
almost 40% of the Kingdoms’ total revenues. Stages of development of this tax can be
divided as follows:-

-Stage One: In order to bolster the revenues of the public treasury from indirect taxes
levied on the consumption of commodities, the Jordanian legislator enacted the General
Tax Law No. (6) for 1994 by virtue of which all commodities and services became
taxable by 7% of the value of the commodity and /or service. This law replaced the Tax
Law on consumption.

-Stage Two: The amended Law No. (15) for 1995 increased the general tax on sales to
10% instead of 7%. Taxable services were also increased.
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-Stage Three: In 1999, and in accordance with the amended law no. (24) for 1999 the
general tax on sales was again increased to reach 13% instead of 10% of the value of the
commodity or service.

-Stage Four: In accordance with the amended law no. (5) for 2004 the general tax on
sales was again increased to 16% of the value of the commodity or service instead of
13%.

1-3 Sources of Taxable Incomes

The provisions of Article (3) of Income Tax Law No. (57) for 1985 divided taxable
incomes into two main divisions:

1-3-1 Taxable Incomes Achieved Inside The Kingdom

The Jordanian legislator in item (A) Article 3 of the Income Tax Law No. (57) for 1985
and its various amendments have enumerated the taxable income achieved in the
Kingdom for any person as follows:

1- Profits and earnings realized from any work, craft, trade, profession or vocation
regardless of the period during which work, craft, trade, profession or vocation
may have been carried out and from any separate transaction or deal which is
considered a trade and business.

2- Salaries, wages, allowances and bonuses from any employment including the
annual housing, lodging, food or residence allowance and/or any other allowance.

3- Interests, commissions, discounts and exchange differences, profits on deposits
and profits that might accrue from investment in banks and financial companies
that do not deal with interest.

4-  Profits accruing from agencies, and any contract concluded in the Kingdom such
as profits of contracts, tenders, commissions of agents and agreements of
representations and the like whether their sources are from inside or outside the
Kingdom.

5-  Profits accruing from any commitment or contributions, annuities, fees and wages
from consultations, expertise, arbitration and the like.

6- Real estate rent allowance and other immovable funds, and all returns and
installments arising there from. Moreover, all incomes and earnings that arise
from any property other than real estate and other immovable properties.

7- Goodwill, key money and vacating money.

8- Money earned by sale or lease or use of any trade, work, design, patent,
copyrights and printing rights or any other compensation.

9- Incomes earned from various insurance activity, land transportation, sea shipping
and air freight for both residents and non-residents.

10- Sale of assets governed by the provisions of depreciation as stipulated in law or
transfer of its ownership by means other than inheritance. Taxable income from
this source should equal the amount of depreciation deducted for the purpose of
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this law and/or profits accruing from sale or transfer of ownership whichever is
less.

11- Profits accruing from lottery, withdrawals and cash prizes irrespective of its name
provided its value is not less than 1000 dinars. These items are taxable by 10% of
its value.

12- Profits and earnings from any other source not mentioned in Articles (1-11) above
and were neither explicitly excluded nor exempted by virtue of this law or any
other law thereto.

1-3-2 Taxable of Incomes Achieved Outside The Kingdom From Funds Emanating
In The Kingdom

Clause B of Article (3) of Income Tax Law No. (57) defines taxable incomes achieved
outside the Kingdom for any Jordanian or resident by utilizing his funds and deposits
from the Kingdom as follows:-

1) Interests, commissions, investment returns, profits of trading in currencies, trading
in valuable metals and in securities, achieved outside the Kingdom by any
Jordanian or resident provided they emanate from his funds and deposits in
Jordan.

2) 20% of the total net profits of branches of Jordanian companies operating outside
the Kingdom are subject to taxation after deducting the foreign income tax. All
accounts must be certified by a foreign auditor.

1-4 Tax Rates On The Income Of Individuals

After taking into consideration all exemptions accorded by the Jordanian legislator for the
natural individual, taxable incomes are fixed according to the tax rates as detailed in the
provisions of Article (16 A) of the Income Tax Law No. (57) for 1985 and its
amendments. These rates are as follows:-

5% on each dinar of the first 2000 dinars
10% on each dinar of the next 4000 dinars
20% on each dinar of the next 8000 dinars
25% on each dinar thereafter

For the proper allocation of taxable incomes, all deductions and exemptions which the
Jordanian legislator accorded natural individuals in accordance with the provisions of
Income Tax Law No. (57) for 1985 must be considered. These include:

1- Provisions of Article (13) of Income Tax Law No. (57) for 1985 and its amendments
gave the following personal, family and university education annual exemptions for
residents:-

- 1000 dinars as personal exemption.
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- 1000 dinars for one wife only. Any other wife will be given sustenance allowance
of 200 dinars.

- 500 dinars for each of his dependents (including parents if dependent).

- An amount of 200 dinars for each dependent that the tax payer is legally required
to support for a maximum of 1000 dinars. It is required that such exemptions are
not accorded for more than one tax payer.

- The wife, children, parents and dependents of non-Jordanian individuals must be
residents in the Kingdom to be eligible for exemptions.

- The natural Jordanian shall enjoy an exemption of 2000 dinars per year if he is a
tax payer and is at the same time a student in a university, community college or
an institute beyond the level of the general secondary certificate and has no
scholarship.

- The natural Jordanian shall avail of an exemption of 2000 dinars per year if he
pays for the education of any of his sons or grandsons, wife, brother or sister who
are dependent on him and have no scholarship and are unable to support them
provided they are enrolled in any educational institute over the level of secondary
school certificate. If more than one tax payer shares the educational expenses of
any one student who has no scholarship then the amount of exemption shall be
divided among them on a pro rata basis.

Provisions of Article (14) on the Income Tax Law define the partial exemptions of
salaries of employees, hired workers, housing and medical treatment as follows:-

- All salaries wages, allowances, bonuses and appropriations paid by the
Government, public and local institutions to their employees shall enjoy a 50%
exemption.

- 50% of the first 12,000 dinars and 25% of amounts thereafter for salaries, wages,
allowance, bonuses and appropriations paid to the employees by institutions other
than those mentioned above.

- The rent paid by the resident tax payer or his wife in the Kingdom shall be
exempted from tax, whether the lease agreement was in his/her name provided
that the total amount exempted does not exceed J.D. 2000 per annum.

- Any amount paid by the resident or his wife as interest on a loan which he
disbursed to construct or purchase a house in the Kingdom or for the amount of
profit paid by him or by his wife to any bank or company that does not deal with
interest against construction and purchase of such a house. This exemption is
conditional on that the person and/or his wife or any of his ancestors or
descendents occupy this house and that the interest or profit amount slated for
exemption shall not exceed 2000 dinars whether the house is his/her property
irrespective of the borrower.

- The amount paid by the resident for surgical operations performed in the
Kingdom for him or any of his dependents for whom he is legally responsible and
also the amount paid for hospitalization at any hospital in the Kingdom shall be
tax exempted.

- Any amount paid by the resident for the treatment of a chronic disease for him or
for a dependent for whom he is legally responsible according to the instructions
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1-5

and regulations issued by the Minister of Finance upon a recommendation from
the Director of the Income Tax Department provided that total amount exempted
shall not exceed J.D. 10,000 per annum in the Kingdom and J.D. 15,000 per
annum outside the Kingdom.

Any amount paid by the resident for a surgical operation performed on him or on
any of his dependents whom he is legally responsible for provided that the
operation is urgent innature and cannot be performed in the Kingdom in
accordance with the instructions and regulations laid down by the Minister of
Finance upon the recommendation of the Director of the Income Tax Department.
The total amount exempted as such should not exceed J.D. 10,000 per annum.

The employees’ contribution to the Social Security Corporation or to a provident
fund or to a medical insurance company or pension or any other similar fund
approved by the Ministry of Finance shall be exempted from tax.

The employees payment in lieu of purchasing years of service in pursuance to the
Social Security Corporation Law shall be exempted from tax.

All term life insurance premiums paid by the tax payer on behalf of himself, his
wife and members of his family whom he supports are exempted from tax.

Income Tax Rates On Companies

The provisions of Article (2) of the Income Tax Law No.(57) for 1985 and its
amendments have defined the company for purpose of enforcing the provisions of the
Income Tax Law to include:-

Public Shareholding Company. A cooperative society if profit oriented, shall be
considered a public share holding company.

Limited liability company.

Jordanian Partnership by Shares, except for the share of consolidated partners.

Foreign Company or its branches of any nature resident or non-resident.
Consolidated and Limited Liability Companies are excluded from this definition
for purposes of income tax.

Provisions of paragraph (B) from Article (16) from the Income Tax Law stipulate that
taxes from the taxable income for any person or company shall be charged according to
the following rates:-

1-

At the rate of (15%) of the income generated from a project in one of the
following sectors:-

- Mining

- Industry

- Hotels

- Hospitals

- Transportation

- Constructional Contracts
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2- At the rate of (35%) from taxable income from the following sectors:

- Banks
- Financial companies

3- And at the rate of (25%) from taxable income from the following sectors:

- Insurance companies

- Money exchange and brokerage

- Communications

- Services, commercial companies and other various companies.
- Any other person

The provisions of the operational Income Tax Law have defined the general frame work
for the conditions needed for deducting the costs and expenses from the companies’
taxable income including foreign companies. In this context, it became legally
permissible to deduct all expenses and costs which were spent and/or fully utilized for the
production of the aggregate income of the companies during the year of taxation. For
expenses and costs to be deducted, the following conditions must be met:

1-

Deductible expenses and costs must have been utilized to earn the taxable income.
For that matter, the provisions of the Income Tax Law allows the deduction of all
expenses that form a burden on profits. On the other hand, all expenses that are
considered as distribution of profits are not deductible from taxable income.
Moreover, all expenses and costs that are utilized to obtain tax exempt income are
undetectable from the taxable income of the tax payer’s income.

All expenses and costs deducted as such must be real and actual. Expenses and
costs to be deducted must be actually disbursed or pending disbursement.
Probable expenses and costs are not deductible.

All expenses and costs must be disbursed against the necessary documents

as a proof before they can be deducted. The lack of such documents will

render all such expenses and costs undetectable. Some expenses, however,

and due to their nature, can be deducted without evidence of proof such as
porters’ wages.

All expenses and costs to be deducted must be related to the fiscal year in
question. All expenses and costs to be deducted must be incurred during

the same year the company taxes will be collected. In spite of the above,

the Jordanian legislator allowed in the provisions of clauses (P,Q) of
Article (9) of the Income Tax Law No. (57) for 1985 and its amendments

the deduction of previous years’ expenses if they were not fixed and final

as well as the expenses of the last four years due to omissions and error.

All expenses and costs in order to be slated for deduction must not tend to
increase the assets of the tax payer or his capital assets. The expenses costs

to be deductible must be of a revenue nature. Capital expenses are not
deductible from taxable income. Revenue expenses are the expenses
disbursed to obtain revenues for the fiscal period and are considered a
burden on that periods’ profit. Capital expenses are expenses spent to
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acquire additional assets or to increase the production capacity of the
asset, increase its production age or improve the quality of the products.

6- All expenses and costs must be part of a taxable income. It is conditional
that costs and expenses to be deductible must be part of an activity whose
income will be taxable. Expenses and costs of exempted activities are not
deductible.

1-6 Income Tax Rates On Non-Resident Individuals

The Jordanian legislator, in accordance with the provisions of Article (18) of the
Income Tax Law, has obligated every person, upon making a payment from a taxable
income to a non-resident person or payment made by proxy to deduct 10% from that
income. The law also requires a statement to be prepared showing the amount of
income and the sum deducted there from. A copy of such statement must go to the
Income Tax Department and another copy to the beneficiary. The amount discounted
as such must be paid to the Income Tax Department within a month from the date the
deduction was made.

The provisions of Article (2) of Income Tax Law have defined resident income as
follows:-

a- Natural Jordanian individual usually a resident of the Kingdom whose residence
in Jordan must not be less that 120 consecutive or interrupted days in a year.

b- Natural Jordanian individual if, during any time of the year was employed by the
Government of the Hashemite Kingdom or any other local authority.

c- Non-Jordanian natural individual who resides in the Kingdom for a period less
than (183) consecutive or interrupted days in a year.

d- Any individual if registered in the Kingdom where he has a branch or center from
where he manages and supervises his work.

Despite the fact that the provisions of the Income Tax Law did not directly define the
non-resident individual it is nonetheless understood from the definition of the resident
individual that a non-resident individual is defined as follows:-

a- Any natural Jordanian whose annual stay in the Kingdom is less than (120)
consecutive or interrupted days.

b- The non-Jordanian natural individual whose annual stay in the Kingdom is less
than (183) consecutive or interrupted days.

The basis of income tax on non-resident individual can be derived from Article (18) of
Income Tax Law. They include the following:-

1- The Tax Rate.
The Jordanian legislator apportioned a 10% income tax from the income of non-
resident persons.
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2- Method of collection.

The Jordanian legislator made it the duty of the individual and/or company who pays
any income to a non-resident to deduct the 10% from such sums and to deliver it to
the Income Tax Department within one month from the date of deduction.

3- Deducted tax is final and irrevocable.

Taxes levied on the income of non-resident individual and its delivery to the Income
Tax Department is considered final and irrevocable.

1-7

Tax Treatment of the Income of Foreign Companies’

1- For tax purposes, the Jordanian legislator did not distinguish between Jordanian and
foreign companies operating in Jordan. Provisions of Article (2) of the Income Tax
Law No. (57) for 1985 and its subsequent amendments gave identical definition to
both Jordanian and foreign companies and any branches thereof whether resident or
non-resident. Accordingly, both Jordanian and foreign companies are subject to the

same tax rates criterion.

2- Provisions of Article (3) of Income Tax Law No. (57) for 1985 and its amendments
defined sources of taxable income for any company whether Jordanian or foreign.
Accordingly, sources of taxable income for both types of companies are identical.
Article (3) of the provisions of Income Tax Law identified the sources of the

companies’ taxable incomes to include:

a- Profits and/or gains emanating from the companies various activities whether
industrial, commercial or services in nature.

b- Capital profits generated by the sale of assets governed by the provisions of
depreciation or transfer of ownership other than by way of inheritance. Taxable
income from this source is defined to be equal to the depreciation deducted for the
purpose of this law or profits accruing from sale or transfer of ownership which

ever is less.

c- Extra ordinary gains earned by the companies from its various activities.

d- Profits and gains emanating from any other source that have not been explicitly
exempted. Tax rates levied on the income of foreign companies operating in the
Kingdom depend on the activity of such companies in accordance with the

following rates:-

Type of Activity Tax rate levied on the company’s income
Mining, Industry, Hotels Hospitals, 15%
Transportation Contracting
Insurance, Money  Changing  and 25%
Brokerage, Communications Services and
Commercial Companies
Banks, Financial Companies 35%
Other Companies 25%
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3- In accordance with the provisions of Article (7/A/18) of Income Tax Law No. (57)
for 1985 and its amendments, profits of foreign companies not operating in the
Kingdom (representation and liaison offices) which receive all salaries and wages of
its non-Jordanian employees working in its headquarters in the Kingdom for its
activity abroad are completely exempted from taxes.

1-8  Tax Treatment Of the Income of Foreigners’

The provisions of Income Tax Law No. (57) for 1985 and its amendments levy taxes on
the income (earned in the Kingdom) of any natural individual -- irrespective of his
nationality -- Jordanian or otherwise. For taxation purposes, natural Jordanian and foreign
individuals are treated on equal footing.

The Jordanian legislator -- for purposes of taxation -- did not distinguish between natural
Jordanian and foreign individuals. Any income earned in Jordan whether by Jordanian of
foreigner is subject to taxation. The taxable sources of income of any non-Jordanian
individuals are similar to those of Jordanian nationals. Moreover, natural foreign
individuals avail of the same personal, family, sustenance deductions.

Tax rates levied on the income of both natural Jordanians or foreigners are the same. But
for taxation purposes, the Jordanian legislator distinguished between resident and non
resident individuals Jordanians or otherwise. Resident individuals -- Jordanian and
foreigners alike -- are subject to the following categories:-

5% on each dinar on the first 2000 dinars
10% on each dinar on the next 4000 dinars
20% on each dinar on the next 8000 dinar
25% on each dinar thereafter

In respect of tax levied on the incomes of non-resident (Jordanian or otherwise), the
Jordanian legislator, obligated every person on paying income which is not exempted
from income tax to a non-resident, either directly or through brokerage to deduct 10% of
this income.

The legislator also requires a statement to be prepared depicting the amount of income
and the sum deducted there from and to furnish both the Income Tax Department and the
beneficiary with a copy of this statement. The amount deducted there from shall be paid
to the Income Tax Department within one month from the date the deduction was
effected. For taxation purposes, the natural Jordanian individual is considered non-
resident if his stay in the Kingdom for less than (120) consecutive or interrupted days in a
year. Likewise, foreigners are considered non-residents if their annual stay in the
Kingdom is less than (183) consecutive or interrupted days.
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2- Tax Treatment Of Foreign Investments

The Jordanian legislator, in a bid to encourage investment of Jordanian funds, resources
and savings and to avoid the transfer of same to capital markets outside the Kingdom in
order to evade taxation thereon, has expanded the scope of sources of taxable incomes to
include incomes accruing to any Jordanian or resident outside the Kingdom. Provisions of
Article (3B) of the Income Tax Law No. (57) for 1985 and its amendments stipulate that
all incomes, including interests, commissions, investment returns, profits of trading in
currencies valuable metals and securities which are generated outside the Kingdom by
any Jordanian or resident and that arise from his funds and deposits inside the Kingdom
shall be subject to taxation. Branches of Jordanian companies operating abroad shall be
exempted. Income of non-Jordanian investors realized abroad from the investment of his
foreign capital, returns, profits and yields arising from liquidation of his investment or
sale of his project, shares or stocks after transferring them out of the Kingdom according
to the provisions of the Jordan Investment Promotion Law or any other legislation in
force in the Kingdom will not be subject to taxation.

2-1  Tax Treatment of Investment Interests Outside The Kingdom

The Jordanian legislator cited the nationality of invested capital as a basis for taxation.
Taxable incomes include all gains and returns that are realized by Jordanian funds
invested abroad if the necessary conditions are met. Taxing of incomes realized by
investing abroad is subject to the following conditions:-

1- Incomes accruing from investment outside the Kingdom must belong to Jordanian
nationals or persons residing in Jordan. Provisions of paragraph (B) of Article (3)
states that incomes and investment returns realized outside the Kingdom for any
Jordanian national and/or resident of Jordan are subject for taxation. Likewise,
incomes of Jordanians holding other nationalities arising from their funds in Jordan
are also taxable.

2- Sources of earned incomes and returns must come from funds in Jordan. The
Jordanian legislator made it clear that taxing incomes and investments’ returns
achieved outside the Kingdom is conditional on these profits being realized by
utilizing funds and deposits inside Jordan.

3- Incomes and profits should not be achieved by branches of Jordanian companies
operating outside the Kingdom. According to the Jordanian legislator, branches of
Jordanian companies operating abroad have a different tax treatment as detailed in the
provisions of item (2B) of Article (3) of the Income Tax Law.

4- Incomes should not be gained by a non-Jordanian investor by investing his foreign
capital or his share arising from the liquidation of his investments or sale of his
project stocks which he owns in Jordan. For the purpose of calculating taxable
income on investment returns achieved outside the Kingdom, provisions of income
law tax equated between deducting all expenses and disbursements spent to achieve
such incomes, and investment returns whether achieved inside or outside the
Kingdom. After deducting all expenses and disbursements that were spent to achieve
returns on investments outside the Kingdom, taxable investment returns will then be
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added to the taxpayer’s other incomes achieved inside the Kingdom. Both incomes
will then be subject to the tax rate applicable on the income of the natural person
according to the following categories 5%, 10%, 20%, 25%, respectively. If the returns
of investment pertains to a company then it will be added to its taxable net profits and
will be subject to the following tax rate according to the type of its activity 15%,
25%, 35%.

Should the investment activity outside the Kingdom incur a loss then the loss incurred
thereof will be deducted from other incomes achieved by the taxpayer from outside the
Kingdom during the same year the loss was incurred. If the loss from investment abroad
is not fully covered, then it will be carried forward to the following year and to the next
till the sixth year thereafter effective from the date when the loss was incurred, and then it
will be deducted from the investments’ taxable income provided the tax payer adheres to
strict and correct accounting procedures.

Case Study
Final financial statements of an industrial Jordanian company showed a taxable net profit

of J.D. 600,000 for the year 2003. The company has various investments outside the
Kingdom results of which are detailed below:

Country of investment Returns in dinars
Britain Profit of 300,000
America Loss of 400,000
France Profit of 300,000

Results of the above foreign investments were not included in the company’s financial
statements for tax purposes.
The company keeps correct and genuine accounts.

Requirements:

- How to fix the tax treatment for the company’s foreign investment?
- How to show the company’s taxable income?

- How to calculate the company’s income tax due?

Solution

Statement Amount

The company’s taxable income from its | 600,000
activity inside the Kingdom

To be added results of the company’s | 200,000
foreign investments (300,000+300,000-
400,000)=200,000

Taxable income 800,000
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It should be noted however, that the tax treatment of foreign investments was
implemented by deducting the loss incurred in one country from the profits accrued from
investments in the other two countries and the net proceeds of foreign investment. After
deducting the loss of foreign investment, the company’s taxable income from inside the
Kingdom will be added.

Income tax due=800,000x15%= 120,000

Suppose the returns of the company’s foreign investment are as follows:-

Country of investment Returns in dinars
Britain Loss (200,000)
America Loss (300,000)
France Profit (400,000)

In this case, the results of investment returns from outside the Kingdom will be a net loss
of 100,000 dinars

400,000-200,000-300,000= -100,000 dinars
Accordingly

- No foreign returns on foreign investments will be added to the company’s taxable
income inside the Kingdom.

- Also no amount of company’s taxable income from its activity inside the Kingdom
will be deducted.

- Net loss incurred from foreign investment totaling 100,000 dinars will be carried
forward to the following years and will be deducted from its foreign profits for the
coming six years.

2-2 Tax Treatment of the Profits and Losses of the Branches of Jordanian
Companies Outside the Kingdom

The Jordanian legislator has applied special tax provisions for the incomes of branches of
Jordanian companies operating outside the Kingdom. The provisions of Article (3/B/2) of
the Income Tax Law No. 57 for 1985 and its amendments have stipulated that 20% of the
net income, after deducting the foreign income tax of the Jordanian companies’ branches
operating outside the Kingdom as declared in their final accounts which are certified by
an external auditor, shall be taxable. In all cases, the net amount resulting from applying
that percentage shall be considered a taxable income to the company and shall be taxed at
the rate for companies as stipulated in the provisions of the law and no amount or portion
thereof may be deducted for any reason.
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Accordingly, the taxable income of branches of Jordanian companies operating outside
the Kingdom equals 20% of the total net income achieved by the branches of the
company minus the foreign income tax levied on the income of such branches outside the
Kingdom.

The provisions of the Income Tax Law allowed the deduction of loss of any branch of the
Jordanian company operating outside the Kingdom from the profits of other foreign
branches during the same year. In case no foreign branches achieved any profit, or the
profits realized fall short of covering the loss of other foreign branches, then the loss will
be carried forward to the following year or the year after it until the sixth year from the
year the loss was incurred.

Case Study

If a Jordanian bank with branches operating outside the Kingdom, achieved the following
profit and paid the mentioned taxes to the host country:

Branch Results of the Branch Tax paid to the country
Activity where the branch is
operating from
Saudi Arabia 100,000 10,000
Egypt 50,000 6,000
Morocco 150,000 20,000
Lebanon 50,000 4,000

Requirement: Specify the taxable income of these branches.
Solution
Taxable income =20% of (Total of net incomes-income tax paid)
=20% of (350,000-40,000)
=20% of (310,000)
Taxable income =62,000

Should the returns of the branches’ activity outside the Kingdom be:

Same Branch Results of Activity Tax Due
Saudi Arabia 100,000 10,000
Egypt 200,000 (loss) -
Morocco 150,000 (loss) -
Lebanon 50,000 4,000

In this case, the loss of foreign branches will be deducted from the profits of other
branches.
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Taxable income from foreign branches =20% of (total of net income-foreign income tax)
=20% (14,000-(50,000-
150,000-200,000
+100,000))

Whereas the loss incurred from the foreign branches is greater than the profit achieved,
there will be no taxable income. It should also be noted that the losses of foreign branches
is not deductible from the company’s income resulting from its activity inside the
Kingdom, but will be carried forward from the foreign branches to be deducted from the
profits of foreign branches during the following six years.

3- Tax Treatment of Dealings in Securities and Proprietorship

Securities are an important fiscal instrument used by the Jordanian Government to
promote savings and encourage investment in order to spur the national economy and
activate dealings in market cash instruments and capital markets by granting various tax
exemptions to the proceeds accruing from dealings in securities.

The Jordanian legislator defined tax treatment of securities dealings and proprietorship
rights in the provisions of Article (7) of the Income Tax Law No. 57 for 1985 and its
amendments. These can be summarized as follows:

3-1  Tax Treatment of the Profits of Shares and Distributed Profits

The Jordanian legislator granted total exemption for the profits of shares and profit
allotments distributed by companies provided the beneficiary receives 25% of the balance
against his expenses.

Case Study

The final accounts of one Jordanian company on 31-12-2003 showed the following
information:

Dinars Expenses Dinars Revenues
250,000 Total expenses 450,000 Revenues of
ordinary activity
And tax accepted 200,000 Profit of shares
costs
400,000 Net profits
650,000 650,000

Requirement: Specify the company’s taxable income
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Solution

It should be noted here that the company’s revenues include profit shares. According to
the provisions of the Income Tax Law, profits of shares are exempted from taxes
provided that 25% of these profits be added to the company’s income against its
management. Accordingly, the company’s net income must be modified as follows in
accordance with the provisions of the Income Tax Law in order to define the taxable
income as follows:

Amounts in Dinars Statement

400,000 Net profit

(200,000) Profit of shares

200,000 Net income from taxable sources

50,000 25% from the profit of shares to be added
as management cost 200,000x25%=50,000

250,000 The company’s taxable income

3-2 Tax Treatment of the Profits of Sale or Purchase of Shares and Bonds

Profits accruing from the purchase and sale of shares and bonds are totally exempted
from taxes. Such profits accruing there from are considered capital profits and hence
exempted from tax. Profits accruing from dealings with shares and bonds and distribution
of banks’ and fiscal companies’ joint investment funds profits are excluded from this
exemption.

Case Study

The final accounts of a Jordanian company on 31-12-2003 showed the following
statements:-

Expenses Revenues

300,000 (tax accepted expenses) 400,000 (revenues of ordinary activity)
300,000 (net profit) 200,000 profit of sales of shares
600,000 600,000

Requirement: Specify the company’s taxable income

Solution

The revenues of the company include profits accruing from sale of shares. According to
the provisions of the Income Tax Law such profits are considered capital profits that are
tax exempt. Expenses spent on managing this exempted income should be added to the
company’s income. Expenses of managing the exempted income (profit of shares’ sale)
will be fixed by a ratio of the profits accruing from the sale of shares to the aggregate
income of the company in the following way:-
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Expenses of managing the exempted income=tax accepted expenses x profits of shares
sale + aggregate income of the company

=300,000%200,000=
600,000

=100,000 dinars

Accordingly 100,000 dinars will be added to the company’s income against managing the
exempted income (profits of shares’ sale).

Amount in Dinars Statement

300,000 Net profit

(200,000) Profit of sale of shares

100,000 Net income from taxable sources

100,000 To be added as expenses of managing
profits of the sales of shares (600,000 +
200,000)x%300,000

200,000 The company’s taxable income

3-3  Tax Treatment of Profits Accruing from the Purchase and Sale of Banks and
Fiscal Companies Shares

The Jordanian legislator granted a 25% partial exemption on the profits of purchase and
sale of shares, and the profits of banks and fiscal companies’ joint investment fund,
provided the companies’ profits do not incur any expenses for such exemption.

Accordingly, 75% of the profits achieved by banks and fiscal companies by virtue of
trading in shares are subject to taxation, provided the companies’ profits do not incur any
expenses for the 25% exemption of the profits.

Case Study

The final financial accounts for a Jordanian bank showed the following statements as on
31-12-2003

Amount (million Expenses Amount (million Revenues
dinars) dinars)
13,5 Tax accepted 18 Revenues of
incomes ordinary activity
6,5 Net profits 2 Profits of shares’
sales
20 20

Requirement: Specify the bank’s taxable income
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Solution

The bank’s revenues include profits accruing from the sale of shares. According to the
provisions of the Income Tax Law in force 25% of such profits are exempted from taxes

Amount in Dinars Statement

6.5 Net profits

(0.5) -25% from the profit of sale of shares
2x25%=0.5 million dinars

6 The banks’ taxable income

3-4 Tax Treatment of Profit Distribution

- Profits of distributed shares and profit allotments distributed by companies that have
already paid their taxes on their taxable incomes are exempted from distribution tax
according to the provisions of the law in force. Distribution tax on distributed profits
and allotments was levied during the years 1995-2001. Accordingly, the distribution
tax has been abrogated from the Jordanian tax system.

- In accordance with the modified law of the Income Tax Law No. 14 for 1995,
provisions of Article (17 recurring) was added. This Article stipulates that profit of
distributed shares and distributed profit allotments are subject to 10% distribution tax
if the company has paid its taxes due on its taxable income. Profits distributed in the
form of shares and allotments to increase the capital are excluded. This tax is
deducted by the company and paid to the Tax Directorate within 30 days from the
date of its deduction. Distribution tax is considered final and cannot be revoked.

- In accordance with the provisions of the law amending the Income Tax Law No. (25)
for 2001 Article (17 recurring) was abrogated from the provisions of the law and
hence the distribution tax was abrogated from the Jordanian tax system.

3-5  Tax Treatment of Capital Profits

For taxation purposes, the Jordanian legislator divided capital profits into two main
categories:-

3-5-1 Capital Profits from Sale of Assets

Capital profits resulting from sale of assets are governed by the rules of depreciation as
stipulated in the Income Tax Law are subject to tax. Taxable income of the capital profits
is defined in accordance with the provisions of the law in accordance with Article
(3/A/10) of the Income Tax Law No. 57 for 1985 and its various amendments. All
incomes resulting from the sale of assets governed by the rules of depreciation stipulated
for in this law or transfer of its ownership other than by inheritance are taxable. Taxable
income from this source shall be determined to be equal to the lower of the total
depreciation, which has been deducted under this law or to the profit realized from the
sale or transfer of ownership.
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Case Study

A company purchased a piece of machinery for 25,000 dinars with a rate of depreciation
of 10%. If the machine was depreciated for five years at a fixed rate of 10 % find the
taxable income if this machine was sold for

a- 15,000
b- 20,000
c- 30,000

Solution

a- In case the machine was sold for 15,000 dinars, the balance earmarked for
depreciation=25,000x10%x5=12,500 dinars

The book value of the machine at the date of sale=25,000-12,500=12,500 Profits of sale
of the machine=15000-12,500=2,500

Taxable income is the depreciation or the profit whichever is less. Accordingly, taxable
income=2,500

b- In case the machine was sold for (20,000) dinars
Profits of sale of the machine=25,000-12,500=7,500 dinars
Taxable income=7,500

c- In case the machine was sold for 30,000
Profit of sale of the machine=300,000-12,500=17,500
Taxable income=12,500

3-5-2 Capital Profits Accruing From Sale of Assets Not Governed by the Rules of
Depreciation

In accordance with the provisions of Article 7/a/15/a of the Income Tax Law No. 57 for
1985 and its amendments all capital profits emanating from sales of assets not governed
by the rules of depreciation stipulated for in the Income Tax Law are completely tax
exempt. Profits earned by purchase and sale of real estate, lands, stock and shares are
considered capital profits and will be treated as such.

4- Tax Treatment of Fixed Returns’ Securities

In order to encourage investment and utilize all savings and other financial resources in
fixed returns’ securities, the Jordanian legislator in accordance with the provisions of the
Income Tax Law No. (57) for 1985 and its amendments granted partial or total
exemptions on the profits accruing from investing in fixed returns’ securities. Such
exemptions include short term treasury bills and long term development bonds, treasury
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loan debentures, public institution bonds and loans debentures of public share holding
companies earned by individuals, institutions or companies by investing in securities.

4-1  Tax Treatment of Interests Accruing from Treasury Bills, Development
Bonds, and Loan Debentures of Public Share Holding Companies

In accordance with the provisions of Articles 7/B /5 of the Income Tax Law No. (57) for
1985 and its amendments, profits accruing from treasury bills, development bonds,
treasury loan debentures, public institution bonds and loans debentures of public
shareholding companies due to any person are tax exempt with the exception of interest
due to banks and financial companies which have a 25% tax exemption. This exemption
is made conditional that no amounts will be added to the companies’ profits against this
exemption.

In exempting investment proceeds of fixed returns’ securities the Jordanian legislator
distinguished between the person or investing party in these securities as follows:-

a- Full exemption of treasury bills’ interests, development bonds, treasury loans, public
institutions bonds and loans debentures if the investor was a natural person,
establishment or company other than banks and financial companies provided that
expenses of managing securities yielding the exempted interest are credited to the
beneficiary’s account.

b- Partial exemption of 25% of the interests accruing from treasury bills development
bonds and public corporations’ loan debentures if the investor was a bank or a
financial company. However, 75% of the interests accruing there from are subject to
tax provided no amount of the expenses will be added to the profits of banks’ or
financial companies against exempting 25% of the interest from taxes.

Case Study

The financial accounts of a Jordanian companies showed the following statement on
31-12-2003

Dinars Expenses Dinar Revenues
660,000 Taxable accepted 800,000 Revenues of normal
expenses activity
150,000 Treasury bills
interests
250,000 Interests accruing
from loans

debentures of public
shareholding
companies

540,000 Net profit

1,200,000 1,200,000
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What is the taxable income in the following cases?

a-  If the company is industrial or commercial in nature
b-  If the company is a bank or a financial company

Solution
a. If the company is either commercial or industrial in nature, the revenues include

interest accrued from investing in stocks which are totally exempt from income tax
provided management expenses are added.

Amount in dinars Statement

540,000 Net profit

(150,000) Less from treasury bills interests

250,000 Less interest accrued from debenture of
public shareholding company

140,000 Net income from taxable income

220,000 Plus management costs of interests
accruing from tax-exempted securities
660,000%(400,000+1,200,000)=220,000

360,000 The taxable income of the company

It should be noted here that a sum of the company’s expenses were refunded to its profits
against its management of the interests of the tax-exempted securities as follows:

Amount refunded to the company’s profits

=Tax Accepted Expenses x_Securities interest
company’s total revenues

=660,000x 150,000+250,000
1,200,000

If the company in question was a bank or financial company, it will be granted a partial
exemption of 25% of the proceeds accruing from investing in fixed returns’ securities
provided no funds will be added to its profits against this exemption.

Amount in dinars Statement

540,000 Net profit

37,500 Less 25% of treasury bills’ interests
25%x250,000

62,500 Less 25% of interests on loan debenture of
public share holding company
25%x250,000

440,000 The bank’s or financial company’s taxable
income
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It should be noted that no amount of the tax-accepted expenses will be credited to the
profits of the bank or the financial company’s profits against the 25% exemption accruing
from the interests of fixed returns’ stocks.

4-2  Tax Treatment of Profits of Negotiated and Distributed Bonds

Tax treatment of the distributed profits of debentures is similar to the tax treatment of
interests accruing from fixed returns’ securities. Provisions of Article 7/B/6 of the Income
Tax Law stipulates that distributed profits of debentures due to any person will be
exempted from tax except for banks’ and financial companies profits whereas only 25%
of such profits are exempt provided that no amount of the expenses incurred will be
added to their profits against such exemption.

The Jordanian legislator has unified the tax treatment for the proceeds of interests
accruing from investment in bonds, and profits accruing from bonds, in order for the
Jordanian market to be receptive to the wishes of investors.

4-3  Tax Treatment of Interests, Commissions and Profits of Frozen Deposits

The Jordanian legislator has defined sources of taxable income in the provisions of
Article 3. Clause 3/A of this article defines taxable income to include income realized in
the Kingdom to any person accruing from interests, commissions, discounts, exchange
differences, and profits accruing from deposits and those arising from participating in
investment in banks and financial companies. Taxes due on interests, financial
commissions, specialized credit companies which are often described as outstanding
interests and commissions are collected in the year they are received in accordance with
the instructions issued by the Director for this purpose and approved by the Minister.

In accordance with the provisions of the law amending the Income Tax Law No.(39) for
2003 wherein the provisions of paragraph (A) of Article 19 of the original law No. (97)
for 1985 was amended by adding clause (4) which states:-

a- All licensed banks, financial companies, and other companies allowed to accept
deposits, as well as other credit companies operating in the Kingdom are required by
law to deduct from the interests arising from deposits, commissions, and profits
arising from associated deposits in investing in banks and other financial companies
which don’t deal with interests paid by them, to deduct a ratio of 5% from the amount
there from and to deposit them in the Department within 30 days from the date of
maturity.

b- All interests, commissions and profits of deposits due for banks from other banks are
excluded.

c- All moneys deducted from commissions, profits and interests of deposits referred to
in this clause are considered final and irrevocable for natural and legal entities’
depositors except companies.

d- Interests on deposits and profits on deposits for any company will be added to its
other revenues and will be taxed according to the ratios mentioned in clauses (2) and
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(3) from paragraph (B) of Article (16) of this law irrespective of the nature of its
activity.

e- The party that will pay the interests on deposits, commissions and profits of deposits
for the depositors is required by law to prepare a statement showing the amount of
profit, interests or the paid commission and to furnish the Department and the
company with a copy of this statement annually.

In accordance with this amendment, the Jordanian legislator made all commissions
interests, and profits accruing from deposits associated in investment in banks and
financial companies subject to a proportional income tax by levying income tax with a
fixed percentage from these sources according to the following bases:-

1- Percentage of Income Tax

According to the amending law No.(39) for 2003, the Jordanian legislator imposed an
income tax of 5% on the interests accruing from deposits, commissions and profits of
deposits participating in banks’ and financial companies’ investments

2- How to Calculate it?

Provisions of the amended law No.(39) for 2003, committed banks, licensed financial
companies and companies allowed to accept deposits and specialized credit institutions to
deduct the income tax levied on interests, commissions, and profits of investment
deposits, and to furnish it to the Income Tax Department within 30 days from its
maturity.

3- Persons Subject to This Tax:-

The 5% tax levied on the interests, commissions and profits accruing there from are
collected from any natural person or legal entity, Jordanian or non-Jordanian. Only
interests, profits accruing from deposits and commissions due for banks from other banks
are excluded.

4-Deducted Tax is Final and Irrevocable:-

In accordance with the provisions of Article (19/A/4/C) of the Income Tax Law which
was later amended by Law No. (39) for 2003 all funds deducted from interests accruing
from deposits, commissions and profits of deposits are considered final and irrevocable
for depositors whether they are natural persons or legal entities except for companies
whereas such deducted funds are considered an advance payment on the account of the
company’s due tax on the year the funds were deducted, or any other future or previous
year. Interests accruing from deposits or profits due to any company must be added to its
other revenues. Tax will then be levied at the ratio of (35%) or (25%) irrespective of the
nature of its activity.

For purposes of tax treatment of interests, commissions and profits accruing from
investing in banks and financial companies and in accordance with the provisions of
clause (5) paragraph (A) from Article (19) of the Income Tax Law No.(57) for 1985
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which was later amended by the provisions of the amending Law No. (39) for 2003, the
Minister of Finance issued the following instructions:-

All banks, licensed financial companies and companies allowed to accept deposits
and specialized credit institutions in the Kingdom are committed by law to deduct 5%
from the value of interests, commissions and interests due to resident or non-resident
persons and to furnish the Department with the amount there from within 30 days of

maturity.

The following will be exempted from this deduction

1- Interests and profits of deposits and commissions due for banks operating in the
Kingdom on deposits with other banks.

2- Interests, commissions and profits due to the following parties:-

Government and official public institutions

Official government universities

Orphans’ Funds Corporation

Charitable organizations entitled for the exemption mentioned in the law and
regulations issued thereof subject to the approval of the Ministry of Finance
upon the recommendation of the Director General of the Income Tax
Department.

Any other establishment or party totally exempted by virtue of its own law
or by a government or international bilateral agreement upon the approval of
the Minister of Finance and the recommendation of the Director General of
the Income Tax Department.

e All amounts deducted from interests, commissions and profits due to
any person other than the company are considered final and
irrevocable tax.

e All amounts deducted from interest, commissions and profits due to
any company are to be considered as an advance payment of tax due
on the taxable income of that company and will be set-off from the
tax due for the year the deduction was made or any other previous or
following years. This must be authenticated by an official certificate
from the party effecting the deduction.

e With the exception of the company, all interests, commissions and
profits due to any person from his revenues will be eliminated if they
were part thereof, and all due tax will be deducted there from and
furnished to the Income Tax Department.

e All interests, commissions and profits due to any company will be
added to its total revenues from various income sources. Tax will
then be levied on the company’s income accruing from interests,
commissions and profits per the following ratio:-

35% for banks and financial companies
25% for other companies irrespective of the nature of its activity.

F1-27



Investment Adviser Program
Module 00: Taxes Levied On Investment Instruments In Jordan

e All taxable income accruing from interests, commissions and profits
due to the company which is subject to 15% tax will be calculated
according to the following formula:-

Total interests, commissions and profits
Aggregate income from taxable incomes x taxable income

e All banks, licensed financial companies, companies allowed to
accept deposits and specialized credit institutions in the Kingdom
must adhere to the following:-

a- Prepare an annual statement for the companies including
partnership and limited partnership companies showing (the name of
the company, amount of commissions and profits, amount deducted
and date of maturity).

b-To furnish the Department with a letter showing the amount of
interests, commissions, and profits due to the clients from natural
persons, and total amounts deducted without revealing any
individual or detailed information about any client.

c- Both the statement and the letter mentioned in paragraph (A) and
paragraph (B) above must be submitted to the Income Tax
Department within 30 days from the end of the fiscal year.

e |t is impermissible to deduct interests, commissions and profits
within the production costs unless they have been duly taxed and
paid to the Income Tax Department in accordance with the
provisions of this law and the instruction mentioned therein.

e |If any party mentioned in paragraph (A) above defaulted from
deducting or paying due taxes as required by the provisions of this
law and instructions, then the tax, not deducted and paid as such will
be collected and paid as being due tax. It is worth

e noting that levying an irrevocable and flat tax ratio of 5% on natural
persons and legal entities is considered to be direct and easy taxable
and expense-free tax money directly deducted by banks and financial
companies and paid directly to the Income Tax Department, it is
nonetheless considered to be in the best interest of natural persons
and legal entities with high income brackets. This is so because
deduction of this tax from the interests, commissions and profits
leads directly to the reduction of the total income tax due to the tax
payer. Tax reduction can be fixed according to the following
formula:-

Profits or profits of deposit x tax rate on taxable income — tax
rate on interests and profits

Case Study

If the taxable income of a natural person after (exemptions and deductions) for 2003
amounted to 30,000 dinars and interests accruing on his deposits in banks totaled 10,000
dinars in 2003,
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Calculate

a- The income tax due on his income and interests on his deposits
b- The tax rebates granted to him as a result of subjecting the interest to a special tax.

Solution
a- Income tax due on his income and interest or deposit

1- Income tax due on the income of natural person

2,000x5% 100
4,000x10% 400
8,000x20% 1,600
16,000%25% 4,000

Total 6,100 dinars

2- Income tax due on interests:
10,000%x5%=500

b- The tax rebates he gained
Total tax due=6,100+500=6,600 dinars

-Income tax due in case no special tax on the profits of deposits exists is:-

2,000x5% 100
4,000%10% 400
8,000x20% 1,600
26,000%25% 6,500
Total 8,600

The rebate he acquired is=8,600-6,600=2,000 dinars

The tax rebates can be also calculated according to the following formula:-
10,000 x (25%-5%)
10,000 x 20%-= 2,000 dinars

Tax rebates the person got as a result of deducting the interest due on deposits is 8,600 -
6,600 = 2000 dinars

- Note that the natural person whose taxable income exceeds the first taxable category
of 2000 is entitled to a tax rebate as a result of tax being directly and irrevocably
deducted from the interest on his deposits with banks.
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4-4 Tax Treatment of Stocks Discounts and Allowances

Provisions of Income Tax Law No. (57) for 1985 and its amendments and all instructions
and regulations issued in accordance thereof do not explicitly explain the tax treatment
procedures of bonds discount and allowances. Accordingly, and in order to define the tax
treatment of same, it is advisable to refer to the provisions and general rules laid down by
the Jordanian legislator for treating sources of taxable income, exemptions and tax-
accepted rebates.

The general rule for exemption from income tax is summarized in total or partial
exemption from income tax or the income of parties contained in the provisions of Article
(7) of the Income Tax Law or any other law that explicitly states such exemptions.
Provisions of the Income Tax Law do not explicitly state that bonds’ discounts or
allowances are exempt from income tax. No special law exempts gains accruing there
from.

The general rule of the sources of taxable income states that income sources mentioned
in the provisions of Article (3) of the Income Tax Law and the profits and gains accruing
from any other source not included in the provisions of the mentioned articles wherein no
exemption was granted in accordance with the Income Tax Law or any other law are
subject to tax.

The_general rule for taxation states that all incomes, profits or gains achieved in the
Kingdom, or made from funds coming from Jordan are subject to income tax unless
otherwise stipulated for in the provisions of the Income Tax Law or other special laws.
Accordingly, the rule is that all profits and gains are taxable.

By applying the general rules, the Jordanian legislator introduced in the Income Tax Law
on investment discount and allowance, and any gains achieved by the investor are
considered taxable income subject to taxes unless otherwise stipulated in the Income Tax
Law or any other law. Moreover, Income Tax Law has a provision for losses or expenses
and commissions which the investor incurs in investing in bonds issued by allowance or
Issuance discount.

In as far as tax rates or tax categories are concerned, all gains accruing from discounts or
allowances invested in bonds are added to his other sources of income and the total is
subject to tax in accordance with the following rates and categories:-

- If the investor is a natural person (5%, 10%, 20%, 25%)

- If the investor is a company, the tax rates depend on its type of activity  (15%, 25%,
35%)

5- Tax Treatment of Investment Companies Shares and Bonds
In order to define the tax treatment of stocks of investment companies, we need to refer to

the legislation relevant to the activities of these companies, which include the Income
Tax Law, Sales” Tax Law, Securities’ Law and Companies’ Law.
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Granting tax exemptions is not an objective per se. It is a means by which the
Government encourages investments. Tax exemptions are one of the most important
fiscal motives granted to attract local funds to invest and to invite foreign investments.
Granting partial or total exemptions takes different forms. Exempting the proceeds of
some fiscal instruments encourages investment in them. Likewise, exemption on
geographical basis, such as exempting projects and companies operating in a certain
geographical area, helps attract highly desirable investments to that area.

The provisions of the Income Tax Law and Securities’ Law do not explicitly exempt
investment companies from income tax. Accordingly, profits of investment companies
accruing from investing in securities are subject to tax. As far as distributions are
concerned, the Jordanian legislator, and in accordance to the amending Law No. (25) for
2001 abrogated the distribution tax levied on profit distribution. Tax rates imposed on the
income of companies are defined according to their activity. Provisions of Article (16/B)
of the Income Tax Law defined tax rated imposed on companies at 35% for the taxable
income achieved by banks and financial companies, and at the rate of 25% for other
companies other than those mentioned in the provisions of this article.

Investment companies are subject to 25% tax in their capacity as other companies not
defined in the sectors mentioned in the provisions of Article (16/B). The Jordanian
legislator did not introduce special tax provisions for the investment companies operating
in the Kingdom. Instead he defined the tax treatment of the taxable income of fiscal
instruments and totally exempting the proceeds of some establishments operating in field
where investment is badly needed.

The Jordanian legislator cited no special provisions for investment companies operating
in the Kingdom. Instead he defined the tax treatment for taxable income sources from
fiscal instruments by totally exempting the returns of some fiscal instruments if the
investor was a natural person, establishment or bank. He granted partial exemption if the
investor was a bank or financial company whose main activity is dealing in securities’
and shares.

In accordance with the procedures of the Sales’ and Income Tax Department, investment
companies and investment portfolios are subject to taxation of 25% of its taxable income
because they are considered companies of undefined activity and hence subject to 25%
tax.

Banks’ activities and investment companies are considered service activities exempted
from the sales’ tax. List No.3 of services exempted from income tax attached to the sales
tax include financial brokers and other auxiliary activities of financial brokerage or
institutions, or other licensed companies in accordance with the Jordan Securities Law.

5-1  Tax Treatment of Currency Exchange Profits

Profits accruing from the purchase and sale of foreign currencies are considered taxable
income in accordance with the provisions of the Income Tax Law No.(57) for 1985 and
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its amendments. Provisions of Article (7) which deals with tax exemptions did not
consider proceeds accruing thereof as a tax-exempted activity.

Sources of taxable income as defined in the provisions of Articles (3) of the Income Tax
Law No. (57) for 1985 and its amendments are defined as taxable income, differences in
currency rates, profits and gains from any source not mentioned therein. Accordingly,
profits accruing from the purchase and sale of currencies are subject to tax.

According to Jordanian legislation, tax rates are not fixed according to the source of
income. There exists no tax rates for the profits accruing from the purchase and sale of
currencies. Dealing in currencies is considered a taxable income to be added to the tax
payer’s other sources of income and subject to the tax rates applicable on the activity of
the company, and establishment and to the same tax category if the tax payer was a
natural person.

5-2  Tax Treatment of Options

In spite of the fact that rights, warrants and options (option to own shares) has not
commenced in the Jordanian Financial Market, nonetheless, provisions of Article (3) of
the Securities Law No.(76) for 2002 defined Jordan Securities’ to include warrants and
options. The Jordanian legislator granted total exemption for profit of shares, profit
allotments distributed by companies, and profits accruing from the purchase and sale of
bonds and shares, and partial exemption of 25% on profits accruing from the sale and
purchase of bonds and shares whether in Amman’s Stock Exchange or outside, and from
profits’ distribution of investment funds of banks. The general rule states that all profits
and gains and proceeds earned by the tax payer are subject to tax unless otherwise
stipulated in the Income Tax Law or any other law. Proceeds of the warrants and shares
are taxable because no article in the Income Tax Law states otherwise.

5-3 Tax Treatment of Loans

Loan are considered to be one of the sources for financing projects. In accordance with
the provisions of the Income Tax Law, the Jordanian legislator did not consider loans to
be a source of taxable income because loans and interests accruing thereof constitute a
burden on the debtor that ought to be redeemed. Accordingly, Jordanian legislation
encourages financing by borrowing, especially that the Jordanian legislator considered
debit interests as work expenses that are tax deductible. Provisions of Article (9A) of the
Income Tax Law stipulates that in order to define taxable income all expenses that were
disbursed in order to achieve the annual aggregate income including debit interest be tax
deductible.

5-4  Tax Treatment of Pension Plans
Reference to the provisions of the Income Tax Law No. (57) for 1985 and its

amendments, it is noted that the Jordanian legislator encouraged the establishment of
pension and compensation funds. Provisions of the law includes the following:-
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1- Exemptions Regarding Salaries and Pension Funds:-
In accordance with the provisions of Article (7) of the Income Tax Law the following
will be exempted.

-Income accruing to any pension, provident or any other fund subject to the approval of
the Ministry of Finance.

-Pension salary gained in accordance with the laws and regulations

-Any lump sum amount paid due to work accidents, retirement or death.

2- Tax -Accepted Expenses of Pension Funds

In order to determine the amount of taxable income, Article (9) of the Income Tax Law
states that all disbursements and expenses wholly and exclusively made or incurred for
the production of the total income during the year shall be deducted. These include:-

- All moneys paid by the employer to the Social Security Corporation on behalf of his
employees and/or any contribution paid by the employer to any provident, pension or
any other fund established by the employer to the welfare of his employees subject to
the approval of the Minister of Finance.

- End of service indemnity paid

Accordingly, all expenses paid and profits accruing to the pension funds in investing its
money are tax-exempt.

5-5 Tax Treatment of Real Estate Returns

The provisions of the Jordanian tax legislator have defined the tax treatment of the
proceeds accruing from owning and leasing real estate, whether be them rent, periodic
returns, good will vacating, or key money or profits accruing from the purchase and sale
of real estate and taxes levied thereon.

5-5-1 Tax Treatment of Real Estate Rent Allowance and Fixed Assets.

1- Rent Allowance is a Source of Taxable Income

Taxable incomes stipulated for in Article (3) of the Income Tax Law No. (57) for 1985
and its amendments include -among other things- real estate lease allowance and other
fixed assets, vacating money, key money and goodwill.

Accordingly, the Jordanian legislator imposed taxes on all allowances accruing to the
landlord, fixed assets whether periodic and regular such as rent, or lump sum amounts
received only once such as vacating money, key money and goodwill.

2- Rent Allowance is subject to the Building and Land Tax

In accordance with the provisions of the Buildings and Land Tax Law within the
municipal boundaries No. (11) for 1954 and its amendments, the Building and Land Tax
for the benefit of Amman Municipality and other municipalities are collected in
accordance with the following:-
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10% of the annual net rent of buildings
2% of the annual net rent of lands

3- Set-off of Building and Land Tax Paid From Taxable Income
In accordance with Article (21) of the Income Tax Law No. (57) for 1985 and its
amendments, the Building and Land Tax within municipal areas which is paid by the tax
payer for the leased building or land from which he earned such income is set-off against
tax due on him under the provisions of this law provided that the maximum amount so
set-off shall not exceed the amount of income tax due for that year.

Case Study
One of the taxpayers paid the following taxes :-

- 400 dinars Building and Land Tax on a 800 m2 real estate which he owns.

- 600m2 of his real estate is leased while he lives on the remaining 200m2

- Total tax due from the tax payer before deducting the Building and Land Tax is
(64,400) dinars

Requirements

Define the Building and Land Tax which can be set-off from the tax payer’s income
Solution

Building Tax which can be set-off 400 x 600 +800 = 300 dinars

Accordingly, the Building Tax which the tax payer can set-off amounts to 300 dinars.
The remaining 100 dinars pertains to a lodging which cannot be set-off from tax.

Income tax due on the tax payer = 64,400-300 = 64,100

5-5-2 Tax Treatment of the Profits Accruing From Purchase and Sale Land and
Real Estate

1- Exemption of Profits Accruing From the Purchase and Sale From Income Tax
The Jordanian legislator exempted all profits accruing from the purchase of lands and real
estates from income tax because it is considered capital profits exempted from tax in
accordance with Article 7/A/15 of the Income Tax Law.

Despite the fact that income accruing from the purchase and sale of lands and real estates
is exempted from tax, profits accruing thereof are subject to tax. The ruling of the Court
of Cassation No. 1090/95 states that income accruing from the building and sale of
apartments is subject to income tax. Building and selling of apartments is considered to
be different from the purchase and sale of real estate.
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The Jordanian legislator also excluded from exemption capital profits accruing from sale,
transfer or appropriation of assets governed by the rules of depreciation which is defined
in the provisions of the Income Tax Law. Real estates are assets governed by the rule of
depreciation, and depreciation of real estate is deductible from the company’s income
according to the provisions of the law. Accordingly, the sale of the real estate which the
company depreciated over the years and the deduction of depreciation expenses from
income upon its sale or transfer of its ownership are not exempted from tax. Profits
accruing from sale or the total depreciation whichever is less is subject to tax.

Case Study

Suppose that one of the Jordanian companies owns real estate which it purchased for
(100,000) dinar. Depreciation for this real estate was fixed at (40,000) dinars. The
company sold this real estate for 70,000 dinars.

Requirement
Find the taxable income.
Solution

Book value of the real estate = Cost of appropriation of the asset — Amount earmarked for
depreciation.

Book value of the real estate 100,000-40,000 = 60,000 dinars

Capital profit from sale of real estate = Price of sale — Book value

70,000-60,000 = 10,000

Taxable income represents capital profits accruing from the sale of the real estate or
amount fixed for depreciation whichever is less. Whereas capital profits accruing from
sale of real estate equals 10,000 and amounts earmarked for depreciation equals 40,000,
the taxable income would be 10,000 dinars.

In the previous case, suppose that the company sold the real estate for 120,000 dinars, the
taxable income then becomes:

Book value = 100,000 — 40,000 = 60,000

Capital profit = 120,000 — 60,000 = 60,000

Taxable income is the lesser of capital profits accruing from the sale or amount
earmarked for depreciation. Whereas the amount earmarked for depreciation equals
20,000 and the capital profits equals 60,000, therefore taxable income is 40,000

Tax of Real Estate Sales
In accordance with the provisions of the Real Estate Sales Tax Law No. (21) for 1974 and

its amendments, the Jordanian legislator imposed a 4% tax on the sale of any real estate
of the amount on the basis of which registration fees will be collected. This tax will be
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borne by the seller or the donor. Also, in accordance with the Land Registration Fees’
Law and its amendments No. (26) for 1958, the purchaser will bear the registration fees
of 6%.

The Jordanian legislator in accordance with the provisions of the Real Estate Sales’ Tax
Law No. (21) for 1974 canceled the Capital Profits’ Tax which is a tax levied on the sale
or appropriation of land and buildings, and the increase in the capital of public and
private shareholding companies resulting from re-evaluating its assets. This tax is to be
collected from the seller at the ratio of 20% of profits accruing from the sale or
appropriation of buildings and lands, and another 20% from the increase of the capital of
shareholding companies resulting from the re-evaluation of its assets.
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